O der 96-10-15
UNl TED STATES OF AVERI CA
DEPARTVENT COF TRANSPCRTATI ON
CFFI CE OF THE SECRETARY
WASH NGTON, D. C.

| ssued by the Departnent of Transportation
on the 9th day of Cctober, 1996

Served Cctober 9, 1996

Joint Application of
UNI TED AIR LI NES, | NC

and :
SAUDI ARABI AN Al RLI NES CORPCRATI ON : Docket OST 96- 1668

for exenptions and statenents of
aut hori zati on

ORDER GRANTI NG EXEMPTI ONS AND STATEMENTS OF AUTHORI ZATI ON
SUMARY

By this order, we grant exenptions to Saudi Arabian Airlines
Corporation ' (Saudia), to serve Los Angeles, California, as an
additional U S point on its Saudi Arabia-US. services, and to
United Air Lines, Inc., to serve the New York-Dhahran/ Jeddah/ Ri yadh,
Saudi Arabia, markets 2 Additi onally, we grant statenents of
authori zation to Saudia and United for: (1) Saudia to conduct

bl ocked- space/ code-share services, on behalf of United, in the New
Yor k- Dhahr an/ Jeddah/ R yadh nmarkets; and (2) United to conduct

bl ocked- space/ code-share services for Saudia' s Saudi Arabia-Los

Angel es traffic, between New York and Los Angel es.

! Saudi a hol ds various Departnent authorities including operating

rights to conduct conbination operations to the U S. coterm nal

poi nts New York, New York/Wshington, D.C/Olando, Florida, and all-
cargo operations to New York and three additional U S. points ( see
O ders 88-12-13 and 95-9-22). Saudia's Departnent authorities renain
effecti ve under the automati c extension provisions of the

Adm ni strative Procedure Act (APA) of federal law (5 U S. C 558(c),

as inplenented by 14 CFR Part 377), pending Departnent action on its
tinely-filed applications for renewal of these authorities.

Z United hol ds Department authority to conduct operations between
Saudi Arabia and Los Angel es, San Franci sco, Cakland and San Jose,
Californial Seattl e- Tacoma, Washi ngt on/ Chi cago- Rockf ord,
I'llinois/Washington, D.C/Baltinore, Maryland ( see Order 91-2-5.)
United's authorities in these narkets renmain effective under the APA,
pendi ng Department action on its tinely-filed application for renewal
of these authorities.



BACKGRAOUND

The Annexes to the 1993 U S. -Saudi Arabian Air Transport Agreenent
(Agreenent), permt US. carriers to serve Jeddah, R yadh and Dhahran
to/fromany point or points in the United States, and Saudi carriers
to serve New York, Washington, Olando and two additional U S

points, to/fromany point or points in Saudi Arabia. ® Further, the
Annexes provide that no nore than two carriers of each Party nay
conduct a maxi mum of eight weekly roundtrip conbi nati on operations
and that no nmore than two carriers of each Party nmay conduct a

maxi mum of six weekly roundtrip all-cargo flights. The Annexes al so
provi de that designated carriers nay provide all or a part of their
servi ces under bl ocked-space arrangenments with carriers of the other
Party, subject to U S and Saudi governnental approvals.

APPLI CATI ON

By application of August 27, 1996, Saudia and United requested the
authorities noted above. |In support, the applicants stated that the
requests are enconpassed by the Agreenent; that the U S -Saudi Arabia
market is currently domnated by third-country carriers and that
grant here woul d i nprove service options; that the Saudi Governnent
will not require the United States to use its second conbi nati on
carrier designation under the proposal, and that it has agreed to

al l ow United s bl ocked-space/ code-share services w thout charging

t hose frequenci es against the bilaterally-agreed U S. -carrier
frequency limtations; and that grant, therefore, would not preclude
another U S. carrier fromoperating services with its own aircraft
using avail abl e frequencies, nor would it preclude existing US. -
carrier services fromexpandi ng frequencies within the bilateral
limts.

RESPONS| VE PLEADI NGS

Delta Air Lines, Inc., answered on Septenber 11, 1996, and opposed
approval of the request until the Saudi Governnment permts it to
conduct code-share services to that country with third-country
carriers. Delta stated that the Saudi Government has refused its
request for such code-share services, thereby establishing a failure
of reciprocity that warrants di sapproval here; that Delta' s proposed
services represent the only economcally feasible way for it to serve
Saudi Arabia; that grant of the instant request would allow United
and Saudi a to dom nate the market and woul d be inconsistent with
international aviation policy; and that Departnent precedent supports
its position to deny or defer consideration here until conpetitive
entry can be obtained for other U S. -carrier code-share alliances.

% By Diplomatic Note of February 24, 1996, the Governnent of Saudi Arabia
notified the United States that it had chosen Los Angel es and Chi cago,
Illinois, as the two additional U S. points.
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On Septenber 20, 1996, United and Saudia replied, stating that

t hey have requested rights enconpassed by the Agreenent, whereas
Delta's code-share request with third-country carriers is
extrabil ateral

DEC SI ON

W have decided to grant Saudia's and United' s requests for
exenptions and statenments of authorization. * W find that our
action is consistent with the public interest and w th Depart nment
policy, and furthers our international aviation objectives.

Ve note that all of the authorities requested here by the
applicants are enconpassed by the Annexes to the Agreenent, which,
as noted above, specifically provide for the type of bl ocked-space
arrangenent proposed by the applicants. > V¢ further note that
Saudia is properly |licensed and designated by its honeland to
conduct new operations to Los Angeles. In addition to providing
benefits to the public by increasing U S -Saudi Arabian service
options, this authority will result in enhancenment of the U S
presence in the Saudi Arabia nmarket. Specifically, the U S wll
gain an additional carrier in the market, which is currently being
served directly by only one U S. carrier.

Wil e we recogni ze Delta's desire to conduct U S.-Saudi Arabia
services under its code-share arrangenent with its alliance
partners, we also note that this kind of code-share operation is
not enconpassed by the Agreenent. Nonetheless, we are sensitive to
Delta's concerns and are di sappoi nted that the Saudi Governnment has
not approved the arrangenent which would facilitate Delta's entry
into the market. W have nade the Saudi Covernnment aware of our
concerns regarding U S.- carrier requests to serve the Saudi mnarket

* W find that Saudia and United are financially and operationally

qualified to provide the proposed services. See O der 88-12-13 for
Saudi a and Order 92-3-48 for United.

> The Annexes to the U.S.-Saudi Agreenent expired by their terms on
March 31, 1996; however, each Governnent is continuing to authorize
services by carriers of the other Party as if the Annexes were in
full force and effect. On July 13, 1996, the United States sent a
diplonatic note to the Saudi Government proposing to extend the
Annexes for one year. W are awaiting the Saudi Government's
response.

® The joint applicants have represented that United s bl ocked-space
operations will not count against U S -carrier capacity and
designation limts. Based on those representations, the future
addition of another U S. carrier in the market, and/or an increase in
t he nunber of bilateral frequencies used by the carrier nowin the
mar ket, woul d not be precluded by our action here. Ve wll take

reci procal action here regarding Saudia' s capacity limtations. That
is, we will not charge Saudia's Los Angel es frequenci es, as oper ated
by United between New York and Los Angel es under the bl ocked-space
agreenent, against Saudi carriers' allowable bilateral frequencies.
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under code-share arrangenents with third-country carriers, and we w |
continue intergovernnental efforts to resolve the issue. However, we
do not find that the public interest warrants our w thhol ding the
authority requested here by Saudia and United.

Finally, we note that the applicants requested that their request be
granted for two years. W find, at this tine, that it is consistent
with Departnent policy and the public interest to grant the
authorities for one year

In view of the above, we find that grant of the authority described
here is consistent with the public interest and that our action does
not constitute a major regulatory action under the Energy Policy and
Conservation Act of 1975.

ACCCRD NALY,

1. W grant Saudi Arabian Airlines Corporation (Saudia) an exenption
fromthe provisions of 49 U S C section 41301 to conduct schedul ed
foreign air transportation of persons, property and nail between a
point or points in Saudi Arabia, and Los Angeles, California. The
authority granted here is limted to operations conducted by United
Air Lines, Inc. (United), as described in paragraph 4, bel ow

2. W grant United an exenption fromthe provisions of 49 U S C
section 41101 to conduct schedul ed foreign air transportation of
persons, property and nail between New York, New York, and Dhahran,
Jeddah and R yadh, Saudi Arabia. The authority granted here is
[imted to operations conducted by Saudia, as noted in ordering
par agraph 3, bel ow,

3. W grant Saudia a statenent of authorization under Part 212 of
the Departrment's regulations in order to conduct operations on behal f
of United, under a bl ocked-space/ code-share arrangenent, as descri bed
inthe text of this order, in the New York, New York-

Dhahr an/ Jeddah/ R yadh, Saudi Arabia, narkets;

4. W grant United a statenent of authorization under Part 207 of
the Departrment's regul ations to conduct operations on behal f of
Saudi a under a bl ocked- space/ code-share arrangenent in the Saud

Ar abi a- Los Angel es nmarket, as described in the text of this order
bet ween New Yor k and Los Angel es;

5. The authorities granted in ordering paragraphs 1 and 2, above,
are effective for one year fromthe issue date of this order. The
authorities granted in ordering paragraphs 3 and 4, above, are
effective for one year fromissue date of this order, or unti

di ssol ution of the Saudia/ United bl ocked-space agreenents, whichever
occurs earlier;

6. In the conduct of the services authorized above, Saudi a and
United nust adhere to the applicable terns, conditions and
limtations of their foreign air carrier permt and Certificate of
Publ i ¢ Conveni ence and Necessity, respectively;



7. The bl ocked-space/ code-share operations authorized here nust
conply with 14 CFR 399.88 of the Departnent's regul ations and any
amendnents to the Department's regul ati ons concerni ng code-share
arrangenents that nay be adopted and are expressly conditioned upon
the requirements that the subject foreign air transportation be sold
in the nane of the carrier holding out such service in conputer
reservations systens and el sewhere, that the carrier selling such
transportati on accept all obligations established in the contract of
carriage with the passenger ( i.e., the ticket), and that the operator
shall not permt the code of its U S air carrier code-sharing
partner to be carried on any flight that enters, departs or transits
the airspace of any area for whose airspace the Federal Aviation
Adm ni stration has issued a flight prohibition;

8. W nay amend, nodify or revoke this authority at any time and
wi t hout heari ng;

9. W dismss, without prejudice, the joint application in Docket
OST 96- 1668, to the extent that the joint applicants requested
authority for a period of two years; and

10. Ve will serve a copy of this order on Saudia, United, Delta Ar
Lines, Inc., the Anbassador of Saudi Arabia in Washington, D.C, the
Departnent of State (Ofice of Aviation), and the Federal Aviation
Adm ni strati on (AFS-200).

CHARLES A. HUNNI QUTT
Assistant Secretary for Aviation
and International Affairs

(SEAL)



